CPA expert 1997 spring by American Institute of Certified Public Accountants
University of Mississippi
eGrove
Newsletters American Institute of Certified Public Accountants(AICPA) Historical Collection
1997
CPA expert 1997 spring
American Institute of Certified Public Accountants
Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons
This Article is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Newsletters by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.
Recommended Citation
American Institute of Certified Public Accountants, "CPA expert 1997 spring" (1997). Newsletters. 16.
https://egrove.olemiss.edu/aicpa_news/16
A IC P A  N e w s le t te r  fo r  P ro v id e rs  o f B usiness V a lu a t io n  & L it ig a t io n  S e rv ic e s
CPAExpert Spring 1 9 9 7
APPLYING USPAP AND AICPA 
STANDARDS TO THE FOUR PHASES OF A 
BUSINESS VALUATION ENGAGEMENT
 
Contents
6 Unique Issues in 
Valuing 
Automobile 
Dealerships
10 Expert Opinion: 
Large Discounts 
Allowed in Real 
Estate Partnership
11 Expert Tools: 
Surviving the 
Information 
Avalanche
13 Communicating in 
Litigation Services
14 FYI...
16 Update on the 
AICPA Accredited 
in Business 
Valuation Program
Darrell V. Arne, CPA, ASA, CBA
INTRODUCTION
For nearly thirty years, Revenue Ruling 59-60 
was the primary source for authoritative guid­
ance on the valuation of closely held busi­
nesses. Certain appraisal associations have 
since issued standards that provide authorita­
tive guidance to their members on develop­
ing and reporting a value conclusion (see 
page 6). In addition to assisting valuers in 
their work, business valuation standards give 
clients and users not only assurance that the 
valuer’s work is thorough, professional, and 
of high quality, but also a means to measure 
whether the valuer’s work meets these char­
acteristics.
In 1989 the Appraisal Foundation, through 
its Appraisal Standards Board (ASB), adopted 
the original Uniform Standards of Professional 
Appraisal Practice (USPAP), promulgating stan­
dards for appraising real estate, personal 
property, and businesses. Compliance with 
USPAP as a minimum standard is required by 
all federal regulatory agencies that oversee 
federally related real estate transactions. The 
In ternal Revenue Service is considering 
adopting USPAP as its standard for business 
valuations. In addition, the American Society 
of Appraisers (ASA) and the Institute of 
Business Appraisers (IBA) require their mem­
bers to comply with USPAP. Compliance with 
USPAP is not required by the AICPA and the 
National Association of Certified Valuation 
Analysts (NACVA).
Standards 9 and 10 of USPAP are specific 
to business appraisals and reporting . 
(Standards 1 through 6 deal with real estate, 
and Standards 7 and 8 deal with personal 
property.) Task forces over the years have rec­
ommended that the ASB modify certain stan­
dards to differentiate business valuations from 
other types of appraisals. One area of concern 
has been consulting services. The Business 
Valuation Committee of the ASA recently 
issued an Advisory Opinion that ASA Business 
Valuation Standards are not intended to apply 
to consulting or advisory services which do not 
result in an expression of value or do not have 
an opinion of value as the primary objective.
In 1991, the AICPA issued the Statement on 
Standards for Consulting Services No. 1 (SSCS), 
which provides standards of practice for a 
broad range of professional services. The 
SSCS provides standards that AICPA mem­
bers should follow for all consulting services 
including business valuation engagements, 
which the SSCS classifies under the general 
heading of transaction services.
CPAs should understand how USPAP and 
the SSCS apply during the four phases of a 
business valuation engagement for which a 
valuation conclusion is required. The four 
phases usually occur as follows:
1. Engagement Acceptance
2. Engagement Arrangements
3. Business Valuation Process
4. Reporting
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ENGAGEMENT ACCEPTANCE
Before accepting a business valuation assign­
ment, the CPA appraiser should ask these 
questions:
▲ Do I have the knowledge and experi­
ence to complete the assignment compe­
tently?
▲ Will I be objective, impartial, intellectu­
ally honest, and free of conflicts of interest?
The CPA valuer needs to answer “yes” to 
these two questions before accepting any 
business valuation engagement because the 
clients, and perhaps other potential users, 
may rely on the valuation conclusion. The 
CPA should therefore be mindful of his or 
her professional standing when providing val­
uation services.
The USPAP contain a competency provi­
sion, and the SSCS cites professional compe­
tence, due professional care, and planning 
and supervision as general standards con­
tained in rule 201 of the AICPA Code of 
Professional Conduct. In addition, the SSCS 
cites communication with client as one of the 
additional general standards for all consult­
ing services. At this first phase of an engage­
ment, the CPA valuer is obliged to inform the 
client of any conflicts of interest and of any 
significant reservations he or she may have 
concerning the scope or benefits of the 
engagement. (Exhibit 1 lists the activities that 
occur during each of the four phases along 
with the relevant standards from the USPAP 
and the SSCS.)
ENGAGEMENT ARRANGEMENTS
The engagement-arrangements phase can 
best be described as the “meeting of the 
minds” regarding the who, why, what, and 
when of the engagement. What is defined
and agreed upon between the business val­
uer and the client should be carried out and 
docum ented consistently throughout the 
engagement.
Business valuation engagements are com­
monly done for four broad purposes: taxa­
tion, transactions, disputes, and planning. 
The purpose, function, and end user of a 
business valuation will largely dictate the 
most appropriate scope for a specific business 
valuation engagement. Some examples of 
specific purposes and typical end users are 
listed in exhibit 2.
The SSCS requires an understanding with 
the client, which may be written or oral. A 
written engagement letter helps to eliminate 
m isunderstandings by defin ing  the key 
aspects of the engagement, disclosing any 
limitations or reductions in the engagement 
scope, and obtaining the written approval 
from the client to proceed under the terms 
of agreement. Should previous agreed-upon 
term s change du ring  the course of the 
engagement, a revised engagement letter is 
recommended.
BUSINESS VALUATION PROCESS
The essence of business valuation is to arrive 
at a conclusion of value that is both reason­
able and supportable. It is therefore crucial 
that the approach and logic of the valuation 
can be justified should the CPA be called 
later to defend the conclusion of value. 
Exhibit 3 graphically depicts the process by 
which the valuer reaches a valuation conclu­
sion. A scope reduction can occur in the 
process leading to a valuation conclusion. 
The client may ask the valuer how much 
work is needed to complete the engagement 
at hand. It is important for the business val-
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uer to discuss with the client the appropriate 
scope for a particular engagement, which will 
depend on the purpose and end users. The 
decision on scope is also affected by the 
prospect of litigation, and many times by the 
client’s financial capability of paying the 
appraisal fee.
Under USPAP, the appraiser may provide 
either a complete appraisal or a limited appraisal, 
depend ing  on the circum stances of the 
engagement. A complete appraisal is “the act 
or process of estimating value or an estimate 
of value perform ed without invoking the 
Departure Provision” of USPAP. Generally, a 
complete appraisal is warranted when the 
user is a third party such as the IRS, the 
Departm ent of Labor (DOL), or lenders. 
Exhibit 4 depicts the scope of a complete 
appraisal in relation to the business valuation 
process.
If the end users of the valuation are identi­
fied and agree to a reduced scope for the 
engagement, a limited appraisal may be appro­
priate (for example, for shareholder buy-outs 
or employee buy-ins or for a single client 
user). A lim ited appraisal is “the act or 
process of estimating value or an estimate of 
value performed under and resulting from 
invoking the D eparture Provision.” The 
Departure Provision permits certain depar­
tures from  specific guidelines w ithin a 
Standards Rule (SR) of USPAP (see sidebar 
“USPAP Standards Rule 9-4”). As specific 
guidelines not subject to the USPAP’s bind­
ing requirements, the valuation procedures can 
be lim ited  by invoking the D epartu re  
Provision. However, the valuer must, in all 
appraisals, comply with the binding require­
ments found in o ther SRs. Statem ent on 
Appraisal Standard No. 7 (SMT-7) of USPAP 
describes the differences between specific 
guidelines and binding requirem ents in 
more detail.
If the scope of the engagement is a limited 
appraisal, SR 10-2(h) requires that the written 
report disclose the perm itted departures 
from the specific guidelines of Standard 9. 
The client and end users of appraisal services 
must realize that as the scope is reduced, the 
level of reliability in a lim ited appraisal 
decreases, and as a result, the client and end 
users are accepting a higher level of risk. A 
written engagement letter helps to ensure 
that the client understands and accepts the 
increased risk.
EXHIBIT 1
Four Phases of a 
Business Valuation Engagement
Phase 1 -  Engagement Acceptance
A. Meet Competency Requirements
B. Disclose and Resolve Conflicts of Interest
USPAP
▲ Competency 
Provision
▲  SR 9-1
sscs
▲ Professional 
Competence
▲ Due Professional 
Care
▲ Planning and 
Supervision
▲ Communication 
with Client
Phase 2 -  Engagement Arrangements
A. Define the Valuation Assignment ▲ Departure ▲ Understanding
▲ Property to be Valued Provision with Client
▲ Purpose and Use ▲ SR 9-2
▲ Effective Date (date of value)
▲ Standard of Value
▲ Scope: Complete Appraisal 
or Lim ited Appraisal
▲ Type of Report (see Phase 4)
▲ Timing and Fees
B. Request Client Documents,
Questionnaires, and Schedules
C. Obtain Signed Engagement Letter 
and Retainer
▲ SMT 7
Phase 3 -  Business Valuation Process (see Exhibit 3)
A. Receive and Analyze Client Data ▲ Departure ▲ Sufficient
B. Perform External Economic Provision Relevant Data
and Industry Research ▲ SR 9-3
C. Make On-Site Visit and through
Interview Management SR 9-5
D. Complete Internal and External Analyses,
Adjust Historical Financial Statements,
Consider Projected Financial Statements,
Apply Valuation Approaches and Methods, 
Apply Premiums and Discounts (if appropriate), 
and Arrive at a Valuation Conclusion
▲ SMT7
Phase 4  -  Reporting
A. Oral A SR 10-1 A  Communication
B. Written: through with Client
A Self-contained Appraisal Report SR 10-4
A  Summary Appraisal Report A SM T  7
▲ Restricted Appraisal Report 
C. Combination Oral and Written
REPORTING
After the appraiser has completed the busi­
ness valuation process and arrived at a valua­
tion “op in ion” or estim ate of value, the 
process and result may be communicated to 
the client or other users either orally or in 
writing. The USPAP do not dictate the form, 
format, or style of appraisal reports. However, 
S tandard  2 and SMT-7 describe th ree  
options for written reports of real estate
3
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EXHIBIT 2
Common Purposes and Users 
of Business Valuations
Purpose Users
Taxation:
Gift IRS/Donor/Donees
Estate IRS/Estate/Beneficiaries
Charitable Remainder Trusts IRS/Donor/Beneficiaries
Transactions:
ESOPs IRS/Dept. of Labor/Owners/ 
Participants/Fiduciaries/Lenders
Third-Party Buyers Owners/Strategic & Financial Buyers/Lenders
Related-Party Buyers Owners/Employees/Lenders
Disputes:
Marital Dissolutions Divorcing Parties/Trier of Fact
Dissenting Shareholder Suits Shareholders/Trier of Fact
Shareholder Oppression Suits Shareholders/Trier of Fact
Planning:
Succession Planning Owners/Employees/Family Members
Estate Planning Owners/Beneficiaries
Structuring Buy-Sell Agreements Current and Potential Owners
appraisals. The ASB is currently considering 
adopting the three options, or similar report­
ing options, for other appraisal disciplines to 
include business valuations. The options for
written reports currently defined in USPAP 
include:
A Self-contained Appraisal Report. The infor­
m ation p resen ted  u n d er this repo rting  
option is described in the greatest detail. 
Exhibit 5 provides an example of the report 
con ten t in an engagem ent in which the 
scope is a complete appraisal. Complete 
appraisals used by third parties (for example, 
the IRS, the DOL, lenders) are most often 
reported under this option.
A Summary Appraisal Report. This reporting 
option involves a more concise presentation 
of information. Detailed information can 
often be summarized by bulleted points, 
tables, and graphs. The introduction and 
appendix sections shown in exhibit 5 would 
also be included  in sum m ary appraisal 
reports, regardless of the scope. Limited 
appraisals for sh a reh o ld er buy-outs or 
employee buy-ins, or a complete appraisal in 
litigation, may warrant this written reporting 
option.
A Restricted Appraisal Report. This type of 
report presents a minimal amount of infor­
mation, but includes the same introduction 
and appendix information shown in exhibit
5. This option may be appropriate in situa­
tions in which only the client is relying on the 
report, which is often the case in limited
EXHIBIT 3 
Business 
Valuation 
Process
EXHIBIT 4
Scope: Complete 
Appraisal
SR 9-5(b)
Valuation
Conclusion
Valuation
“Opinion”
Valuation 
Approaches 
and Methods
SR 9-5(a) Income Approach 
Asset-Based Approach 
Market Approach 
(and associated methods)
Historical Financial 
Statement Adjustments 
and
Consider Projected 
Financial Statements
SR 9-3 
and 9-4
Income Statement: 
Discretionary 
Nonrecurring 
Nonoperating 
Unrecorded Items
Balance Sheet: 
Adjust Assets and
Liabilities to FMV 
Nonoperating 
Unrecorded Items
Consider Projected Financial Statements
Internal Analysis External Analysis
and ! and
Risk Assessment  Risk Assessment
SR 9-4
Company Background & History 
Management Depth Analysis 
Product/Service Diversifications 
Comparative Operating Analysis 
Asset/Liability Analysis 
Past Ownership Sales 
Strength And Weaknesses
Economic Indicators 
Money and Capital Market Rates 
Industry Conditions 
Comparative Industry Ratio Analysis 
Competitive Forces 
Regulatory Influences 
Potential Guideline Companies
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appraisals done for planning purposes. This 
written report option may also be appropri­
ate for complete and limited appraisals in liti­
gation services engagements in which oral 
testimony or demonstrative exhibits supple­
ment the written report.
Business valuation is one of the fastest 
growing areas of practice today. 
Furthermore, the changing marketplace is 
resulting in more complex business transac­
tions. Business valuation standards provide 
guidance in the approach for evaluating data 
and reporting on a value conclusion, but 
even with such standards, valuers should not
USPAP STANDARDS RULE 9-4
The specific guidelines of Standards Rule 
(SR) 9-4 state:
In developing a business or intangible 
asset appraisal, an appraiser must observe 
the following specific guidelines when 
applicable:
a. Consider all appropriate valuation 
methods and procedures.
b. Collect and analyze relevant data 
regarding:
i. The nature and history of the busi­
ness
ii. Financial and economic condi­
tions affecting the business enterprise, 
its industry and general economy.
iii. Past results, current operations, 
and future prospects of the business 
enterprise.
iv. Past sales of capital stock or other 
ownership in terest in the business 
enterprise being appraised.
v. Sales of similar businesses or capi­
tal stock of publicly held similar busi­
nesses.
vi. Prices, terms, and conditions 
affecting past sales of similar business 
assets.
SR 9-4 of the USPAP generally follows the 
eight factors found in Revenue Ruling 59-60. 
When the IRS is the intended user of the valu­
ation, the valuer should follow all of the spe­
cific guidelines of SR 9-4 without invoking the 
Departure Provision for any part of SR 9-4.
lose sight of the wisdom from the past:
A sound valuation will be based upon all 
the relevant facts, but the elements of 
common sense, informed judgment, and 
reasonableness m ust en te r in to  the 
process....
Revenue Ruling 59-60, Sec. 3.01 CE
EXHIBIT 5
Complete Appraisal -  
Self-Contained Appraisal Report
Report Content
Introduction
Description of the Assignment
Summary Description of the Company
Valuation Methods and Conclusion
USPAP Reference
SR 9-2(a)
SR 10-2(a) through SR 10-2(e)
Company Background and History
History SR 94(a)
Product Lines, Services, and Suppliers SR 94(b)(i)
Customers
Competition
Facilities and Equipment
Organization and Management
Stock Ownership
Financing
Strengths and Weaknesses
Company Expectations
SR 9-4 (b) (iii)
Economic and Industry Conditions
Economic Conditions
Industry Conditions
SR 94(b) (ii)
Financial Analysis of the Company
Historical Income Statement Comparison SR 94(b) (ii)
Historical Balance Sheet Comparison
Historical Ratio Analysis
Ratio Analysis Compared to Industry Statistics
SR 9-4(b)(iii)
Search for Comparables
Prior Sales of Company Stock SR 94(b) (iv)
Comparable Public Companies SR 94(b) (v)
Comparable External Transactions SR 94(b)(vi)
Valuation Methods and Conclusion
Income Approach and Methods SR 9-2(b)
Asset-Based Approach and Methods SR 9-3
Market Approach and Methods SR 94(a)
Premiums and Discounts (if appropriate) SR 9-5(a) & (b)
Valuation Summary and Conclusion SR 10-2(i)
Appendixes*
Assumptions and Limiting Conditions SR 9-2(b)
Sources of Information Relied Upon SR 10-1(b) & (c)
Qualifications of the Appraiser SR 10-2(f), (g) & (j)
Certifications
Standard of Value Definition
SR 10-3
* P ursuant to SR  10-2(h) there would be an  additional appendix entitled “Departure Provision 
Under U SPAP”fo r  limited appraisals.
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Business Valuation Standards and 
Guidelines
Code of Professional Ethics
Statement on Standards for Consulting Services No. 1 
American Institute of Certified Public Accountants 
Harborside Financial Center, 201 Plaza Three 
Jersey City, NJ 07311-3881
800-862-4272; fax: 800-362-5066
Uniform Standards of Professional Appraisal Practice
Appraisals Standards Board
The Appraisal Foundation
1029 Vermont Avenue, NW, Suite 900
Washington, DC 20005-3517
202-347-7722; fax: 202-347-7727
Principles of Appraisal Practice and Code of Ethics 
American Society of Appraisers 
P.O. Box 17265
Washington, DC 20041
800-ASA-VALU; fax: 703-742-8471
Business Valuation Standards
Business Valuation Committee
American Society of Appraisers
2777 South Colorado Blvd., Suite 200
Denver, CO 80202
303-758-6148
Business Appraisal Standards
The Institute of Business Appraisers, Inc.
P.O. Box 1447
Boynton Beach, FL 33425
407-732-3202
NACVA Professional Standards
National Association of Certified Valuation Analysts
Suite 110, Brickyard Towers
1245 East Brickyard Road
Salt Lake City, UT 84106
801-486-0600; fax: 801-486-7500
Revenue Ruling 59-60; Valuation of Stocks and Bonds 
Internal Revenue Service 
1959-1, C.B. 237
      
UNIQUE ISSUES IN 
VALUING AUTOMOBILE 
DEALERSHIPS
James L  (Butch) Williams, 
CPA, CVA, is managing 
shareholder of Williams, 
Taylor & Associates, PC, 
Birmingham, Alabama. He 
is a member of the AICPA 
Business Valuations and 
Appraisals Subcommittee.
James L. (Butch) Williams, CPA, CVA
Certainly, the experienced business valuer 
understands that each valuation engagement 
has unique facts and circumstances that have 
an impact on the ultimate value conclusion, 
and that the valuation of an automobile deal­
ership presents additional issues unique to 
that particular industry. Automobile dealer­
ships are generally viewed by the public in 
one of two ways: either as enterprises oper­
ated by slick, used car salesmen making a 
quick buck any way they can, or as “gold 
mines” where making money is “a piece of 
cake.” Very seldom are automobile dealer­
ships given credit for the complicated busi­
nesses that they are. Because of the complexi­
ties of these businesses, the valuer is faced 
with particular issues that require a special 
understanding of the dealer, the dealership, 
the m anufacturer, the economy, and the 
entire automotive industry.
BUSINESSES WITHIN A BUSINESS
Most automobile dealerships consist 
of at least five separate businesses, 
each with unique attributes. The new 
vehicle and used vehicle departments, 
although somewhat similar, conduct 
business in very different ways. The 
service departm ent, parts depart­
ment, and the body shop, as well as 
the finance and insurance departments, con­
duct dramatically different types of opera­
tions. Since, however, the m anufacturers 
(General Motors, Ford, Chrysler, Toyota, 
Nissan, etc.) require a uniform departmental 
method of accounting on the dealer operat­
ing statements, it is relatively easy to compare 
the subject dealer with others in the industry.
In the automobile dealership industry, sta­
tistical information is abundant and accessi­
ble. Much of it can be readily obtained from 
the dealer-operators, since the manufacturer 
provides them with a significant amount of 
statistical data. Industry information is also 
available from several other reliable sources, 
such as the National Automobile Dealers 
Association (NADA) and a host of industry 
publications (see page 8 for a listing of publi­
cations). In addition, many dealers belong to 
Dealer Twenty Groups, small groups of deal­
6
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ers assembled for the purpose of exchanging 
in form ation  and ideas. A lthough these 
groups share financial information, the infor­
mation is both confidential and proprietary 
to each particular group.
DEALERSHIP NORMALIZATION ADJUSTMENTS
As with most closely held companies, real 
estate owned by the dealership must be 
adjusted properly to its appraised fair market 
value. The relationship of the dealer-opera­
tor to the dealership is very im portant in 
determining the proper normalization adjust­
ments that may be required. Dealer compen­
sation and rents to related parties are very 
important areas for valuation consideration, 
and they can vary widely.
However, automobile dealerships also pos­
sess unique industry normalization adjust­
ments. The most notable adjustment usually 
involves the LIFO inventory method of valu­
ing dealership inventories. Most dealerships 
use LIFO to value their new vehicles, and 
many also use it to value used vehicles and 
parts. A method of accounting that became 
popular in the mid-70s, LIFO has produced 
inventory reserves totaling several million 
dollars in many dealerships. As a result, the 
current market value of the dealer invento­
ries are substantially greater than the LIFO 
value reported on the dealer financial state­
ment. Therefore, appropriate normalization 
adjustments are required. Furthermore, the 
valuer m ust also consider the in h eren t 
income tax effect associated with the reserve 
upon liquidation of the inventories.
CONTINGENCY ISSUES
The valuer must also be keenly aware of the 
environm ental contingencies associated 
with autom obile dealership  real estate. 
Underground tanks, above-ground tanks, in- 
ground lifts, fluid disposal units, service and 
body shop fluids, paints, and a host of other 
possible environmental hazards are present 
in the dealership operations, particularly in 
the older locations. The valuer should ask 
dealer personnel and professional advisors 
abou t possible env ironm ental hazards, 
obtain representations from the dealership 
officers, and make disclosures in the valua­
tion report giving adequate consideration to 
the environmental issues. These environ­
mental issues are important whether the val­
uation is for an asset sale or an equity sale,
primarily because of the enormous liability 
imposed on all parties associated with prop­
erty that is environmentally tainted.
In asset sales, most contingencies either 
are isolated to the seller or are indemnified 
through the purchase agreem ent. In an 
equity sale or an equity valuation, however, 
the valuer must address additional contingen­
cies associated with the dealership. For exam­
ple, liability for finance charge backs is a con­
tingency that is most often not recorded on 
the books, but has an impact on virtually 
every dealership . The charge backs are 
charges made back to the dealership for fees 
earned on finance and insurance contracts 
that are incurred when customers discharge 
contracts early. The amounts of the charge 
backs are statistically ascertainable by the 
financing institution based on the dealer­
ship’s historical performance. In fact, most 
finance institutions will calculate and negoti­
ate a settlement for expected charge backs 
with a dealer who has sold the dealership.
The valuer must also adequately consider 
such additional contingent liabilities as with- 
recourse contracts owned by the dealership, 
as well as pending litigation. Dealerships are 
increasingly being subjected to a variety of 
claims associated with used vehicle damage, 
new vehicle damage, sales m isrepresenta­
tions, sexual harassment and discrimination, 
as well as class action assertions. The valuer 
should thoroughly investigate all claims 
made even though they may be indemnified 
by the m anufacturer or the dealersh ip’s 
insurance carrier.
 
A recent
development in the 
industry has had 
an impact on 
virtually every 
dealership: the 
manufacturer’s 
assessment o f its 
entire dealer 
distribution system.
RELATIONSHIP WITH THE MANUFACTURER
Another unique issue in valuing the automo­
bile dealership is the relationship with the 
manufacturer. Franchises are granted by the 
m anufacturer under stringent franchise 
agreements, and the dealership's compliance 
with the manufacturer’s directives will influ­
ence allocations of vehicles, financing 
arrangements, and even continuation of the 
franchise agreem ent. Dealership perfor­
mance, as measured by the customer satisfac­
tion index (CSI) and service satisfaction index 
(SSI), has become increasingly more impor­
tant. The manufacturer conducts these polls 
of the dealership customers, shares the infor­
mation with the dealer, and uses it in its evalu­
ation of dealership performance. In recent 
years, this performance measurement has
7
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Automobile Dealership Information 
Sources and References
Periodicals
Automotive Executive, a monthly publication of NADA 
Services Corporation, a wholly owned subsidiary of 
NADA, 8400 Westpark Drive, McLean, Virginia 22102; 
703-821-7150.
Automotive News, a weekly pub lica tion  of C rain 
Com m unications, Inc., 1400 W oodbridge, Detroit, 
Michigan 48207-3187; 800-678-9595.
Car Dealer Insider, a weekly pub lication  of U nited  
Convocations Group, 11300 Rockville Pike, Suite 1100, 
Rockville, Maryland 20852-3030; 800-929-4824, x247. 
Standard &  Poor’s Industry Surveys—Autos &  Auto Parts, a 
weekly publication by Standard & Poor’s, a division of 
McGraw-Hill Companies, 25 Broadway, New York, New 
York 20004.
Ward’s Dealer Business, a monthly publication of Ward 
Com m unications, a division of In tertec Publishing 
C orporation, 9800 Metcalf, O verland Park Kansas 
66212-2978; 800-441-0294.
Periodicals (usually monthly or bi-monthly) from state 
automobile dealership associations.
Manuals and Guides
Cohen, Jacob and Carl Woodward. Automobile Dealership 
Accounting, a continuing professional education course 
(#735147), published by the American Institute of 
Certified Public A ccountants, 1211 Avenue of the 
Americas, New York, New York 10036-8775 (1996).
Bureau of Economic Analysts, Survey of Current Business, 
published by the U.S. Department of Commerce, 14th 
Street, NW, Washington, D.C. 20230.
Data for Market Comparison, The Institute of Business 
Appraisers, Inc., Post Office Box 1447; Boynton Beach, 
Florida 33425.
Desmond, Glenn M. Handbook of Small Business Valuation 
Formulas and Rules of Thumb, 3rd edition, published by 
Valuation Press, Camden, Maine (1994).
Duryee, David A. A Dealer Guide to Valuing an Automobile 
Dealership, an NADA Management Guide, published by the 
National Automobile Dealers Association, 8400 Westpark 
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become a powerful tool used by the manufac­
turer in its relationship with the dealership.
In addition, several manufacturers have 
instituted programs to improve and stan­
dardize dealership physical facilities, requir­
ing significant dealership investments in 
their real estate.
A recent development in the industry has 
had an impact on virtually every dealership: 
the manufacturer’s assessment of its entire 
dealer distribution system. For example, 
General Motor’s Project 2000, announced in 
late 1995, has had a dramatic impact on sev­
eral dealerships. Through this program and 
similar programs in other franchises, the 
manufacturer makes determinations about a 
particular dealership’s product lines and the 
dealership location. The manufacturer often
requires adjustments, and many dealerships 
have been notified that they no longer pos­
sess viable locations.
Many dealerships have been asked to 
move their facilities to a more desirable site 
or to sell or acquire particular franchises to 
satisfy the m anufacturer’s franchise align­
ment requirements. Although state franchise 
laws protect dealerships from being forced to 
respond to such recommendations, the real­
ity of the situation is that manufacturers can 
exert significant pressure to get franchisees 
to comply with their requests. If a dealership 
is notified that either its site is no longer 
viable or its franchise alignment is no longer 
in accordance with the manufacturer’s direc­
tives, its marketability to potential purchasers 
can be affected. Demands by the manufac­
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turer to comply with these recommendations 
can be very costly and extremely troublesome 
to satisfy.
Ford has recently announced a program 
similar to the GM Project 2000, Chrysler has 
acknowledged having a program of “man­
aged attrition” since the early 90s, and almost 
every franchise has a similar initiative.
The valuer is well advised to make full 
inquiries with appropriate dealership person­
nel regarding the dealership’s status with the 
manufacturer. While the manufacturer gen­
erally offers few written directives on these 
matters, the valuer should inquire about dis­
cussions between the dealership manage­
ment and manufacturer representatives. The 
nature of the relationship between the deal­
ership and the manufacturer can have a sub­
stantial impact on the value of the dealership.
HOW DEALERSHIPS ARE SOLD
To better understand how to value a dealer­
ship, it is important to know how dealerships 
are usually purchased and sold. With the 
advent of publicly traded automobile dealer­
ship companies, many of the traditional rules 
of dealership transactions no longer apply. In 
1996, several publicly traded dealership com­
panies em erged (for exam ple, Cross 
C on tinen t, U nited  Auto G roup, L ithia 
Motors, Ugly Duckling, and Republic), and 
dealership initial public offerings will con­
tinue in 1997.
The multiples of earnings associated with 
these offerings reflect values substantially 
above the “traditional” prices paid for dealer­
ships. The multiples of earnings transacted 
have been propelled to levels that industry 
experts consider to be absurdly high as a 
result of market infatuation with this new 
type of investment, along with the involve­
ment of several well known participants (for 
example, Blockbuster and Circuit City). 
Nonetheless, profitable dealerships with 
strong CSI ratings are highly desirable targets 
for acquisition by existing public companies, 
and they are also solid candidates to partici­
pate in the formation of IPO roll-ups. The 
valuer, therefore, needs to consider the deal­
ership’s capability either to be purchased by a 
public company or to participate in a public 
offering at values far exceeding  those 
involved in previous dealership transactions.
Most dealerships are traditionally acquired 
as an asset purchase, with the purchaser buy­
ing the vehicles, parts, other inventories (gas, 
oil, grease, service work-in-process, etc.), and 
fixed assets at their negotiated fair market 
value. In addition to those specific assets pur­
chased, a negotiated level of dealership good­
will (blue sky) is also acquired.
Dealership blue sky is generally calcu­
lated as a multiple of the company’s earn­
ings and can vary widely depending on sev­
eral dealership-specific factors. Dealership 
p ro d u c t lines (for exam ple, Lexus, 
Oldsmobile, Mercedes, Kia) greatly influ­
ence goodwill, as do overall dealer perfor­
mance, profitability, location, reputation, 
factory relationship, demographics, sales 
mix, and management depth. Because sales 
in the automotive industry depend on con­
sumer-related economic factors (for exam­
ple, interest rates and inflation), dealership 
goodwill is greatly  in fluenced  by the 
na tio n a l and local econom y (which 
improves or worsens in response to such 
events as the Gulf War, increases in interest 
rates, and local plant or military base open­
ings and closings), as well as by when sales 
dates fall in relation to the industry cycle.
Multiples of dealership pre-LIFO, pretax 
earnings traditionally have ranged from zero 
to five times these annual earnings, with 
most applications tending to run between 
one and three times earnings. The public 
offerings have caused the multiples to range 
from four times earnings to almost thirty 
times earnings, with most transactions run­
ning between six and twelve times earnings. 
As a result, the determination of a fair mar­
ket value for automobile dealerships has 
become significantly m ore com plicated. 
Accordingly, with such wide ranges of multi­
ples, the blue sky calculation (and the ulti­
mate dealership valuation) can vary widely. A 
full understanding of the industry and eco­
nomic factors that have an impact on the 
dealership is essential.
While the process of valuing an automo­
bile dealership is similar to valuing any other 
closely held business, it also involves issues 
unique to the automotive industry. The val­
uer should carefully consider these particular 
issues in order to render a reasonable and 
supportable opinion of the subject dealer­
ship’s value. The issues can get quite com­
plex, but significant industry information and 
financial data are available to provide the val­
uer with many tools for consideration. CE
The valuer is well 
advised to make 
fu ll  inquiries with 
appropriate 
dealership
personnel regarding 
the dealership’s 
status with the 
manufacturer.
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LARGE DISCOUNTS ALLOWED IN 
REAL ESTATE PARTNERSHIP
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One of the hottest areas in business valuation 
practice is family limited partnerships (FLPs). 
Called the “tax planning technique of the 
90s,” FLPs have recently been popular among 
tax advisors. CPAs are often called on to 
value limited partnership interests in FLPs for 
gift and estate tax purposes. Many of the 
FLPs hold real estate, securities, or minority 
in terests in closely held  com panies. 
Practitioners should review any Court cases 
that may support the substantial discounts 
typically being applied.
One recent Tax Court case is of interest 
because of large discounts allowed. In Estate 
of James Barudin v. Commissioner of Internal 
Revenue (T.C. Memo 1996-395), the Tax 
Court allowed a 45-percent combined dis­
count for minority interest and lack of mar­
ketability. This discount was applied to the 
net asset value of a New York general partner­
ship in which the decedent held one of 
ninety-five partnership units (1.05 percent). 
The 225 Fourth Co. Partnership (the FC 
Partnership) owned income producing com­
mercial real estate in New York City. The val­
uation date was December 31, 1989, the date 
of the decedent’s death.
VALUATION METHODOLOGY
The experts for both the taxpayer and the 
IRS used a net asset approach to value the 
interest as follows:
(1) Estimate the December 31, 1989 fair market 
value of the underlying Partnership Properties;
(2) convert that value into a partnership liquida­
tion value; (3) divide the partnership liquidation 
value by 95 to calculate the liquidation value of 
decedent’s one ownership unit; and (4) apply 
their respective combined minority-interest and 
lack-of-marketability discounts to the liquidation 
value of decedent’s one ownership unit. 
Liquidation value appears to be the fair
market value of the partnership properties 
less partnership liabilities.
DISCOUNTS
Although the value of the underlying real 
estate was at issue, our focus here is on the dis­
counts. The following discounts were used by 
the taxpayer, the IRS, and the Court:
Discounts for Taxpayer IRS Court
Minority interest - 15% 19%
Lack of marketability - 15% 26%
Combined discount 67.5% 28% 45%
It is im portan t to note that the IRS’s 
expert applied the discounts sequentially or 
multiplicatively:
1 -  [(1—.15) x (1 -.15)] = 28%
The Court, however, added the discounts:
19% + 26% = 45%
Many valuation practitioners believe the 
sequential application is the proper method 
because of the nature of the information that 
is the basis of the various discount studies 
CPAs typically rely upon when developing 
discounts.
TAXPAYER'S POSITION
The taxpayer’s expert based the combined 
discount rate of 67.5 percent solely on a July 
1989 sale to the single majority partner of a 
fractional interest (62.5 percent) in a single 
partnership unit, which was equal to a .66- 
percent general partnership interest. The 
price, $125,000, was 67.5 percent off the pre­
discounted net asset value of the partnership 
of $384,238 as determined by the taxpayer’s 
expert as of December 31, 1989. The tax­
payer’s expert also relied upon various mar­
ket studies indicating combined discounts of 
30 percent to 60 percent.
IRS'S POSITION
The IRS’s expert relied upon various market 
studies that indicated a general minority dis­
count of 19 percent:
Respondent’s expert believes that an owner of a 
unit in the FC Partnership could effectively par­
ticipate in management of the FC Partnership, 
and respondent’s expert concludes that the 
appropriate minority interest discount of only 
15 percent applies.
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The IRS’s expert also relied upon various 
market studies that indicated discounts for 
lack of marketability of between 25.8 percent 
and 45 percent:
Because the FC Partnership appeared to have 
been well managed, made regular cash contri­
butions, and had quality tenants, respondent’s 
expert concludes that a 15-percent discount for 
lack of marketability is appropriate.
COURT'S POSITION
The Court concluded that a minority dis­
count of 19 percent was appropriate because 
an owner of each general partnership unit 
could not participate meaningfully in the 
m anagem ent of the partnership and had 
only limited veto power given the majority 
general partner’s control position. The Court 
also opined that
Although, under New York State law, any gen­
eral partner of the FC Partnership arguably 
had the legal authority to dissolve the partner­
ship... we believe that such authority would 
have little impact on Mr. Silver’s effective con­
trol of the FC Partnership. We note that nei­
ther expert considered this arguable authority 
in determining a minority interest discount. 
This opinion may weaken the ability of the
IRS in cases involving FLPs to use Section 2704 
(b) of Chapter 14, which, under certain cir­
cumstances, indicates that restrictions on the 
right to liquidate in a partnership agreement 
are ignored with the default to state statutes. 
Certain states have statutes that allow limited 
partners to withdraw from the partnership and 
receive value for their interests. Some practi­
tioners feel that this ability decreases the 
amount of the discounts. However, the opin­
ion in this case states that the legal authority of
a general partner to dissolve the partnership 
has little impact on the minority discount. If 
this is true then surely the impact in an FLP sit­
uation would be the same.
The Court, again relying on the IRS’s 
expert’s data, concluded that a 26-percent 
discount for lack of marketability was appro­
priate, which was at the low end of the range 
of 25.8 percent to 45 percent:
Certainly, the consistent history of significant 
cash distributions and the history of quality 
m anagem ent of the FC Partnership would 
make the partnership an attractive investment. 
There still existed, however, no public market 
in which to sell ownership units in the FC 
Partnership, and transfer of a unit would be 
subject to the approval of Mr. Silver, as owner 
of the controlling units of the FC Partnership.
   
The courts are 
increasing their 
acceptance o f the 
various discount 
studies typically 
used by 
practitioners.
MORAL OF THE STORY
Do your homework! The courts are increas­
ing their acceptance of the various discount 
studies typically used by practitioners. Also, 
don’t risk hanging your hat on a single trans­
action to determine the discount. A better 
presentation by the taxpayer’s expert may 
have been not only to use the transaction as a 
basis for the discount, but to also make 
adjustments based on a detailed analysis and 
application of the studies.
Although this case focuses on a very small 
minority interest in a general partnership, it 
may be relevant to the valuation of limited 
partnership interests in FLPs. The rights of a 
limited partner are probably less than those of 
a small general partner. As such, the total dis­
counts accepted here may be on the low side. 
As always, the facts and circumstances of each 
case will usually be a determining factor. E3
SURVIVING THE 
 FORMATION AVALANCHE
Eva M. Lang, CPA
CPAs providing business valuation and litiga­
tion services have more information at their 
disposal than ever before. In this context, 
there is both good news and bad news. The 
good news is th a t these resources can 
improve and enhance the services that we 
offer clients while m aking our practices
more efficient and profitable. 
The bad news is that keeping 
from  being  bu ried  by the 
avalanche of information is 
almost impossible.
To help CPAs dig through 
the avalanche, this issue of 
the CPA Expert inaugurates “Expert Tools,” 
a continuing feature evaluating resources 
available to assist CPAs engaged in busi­
ness va luation  and  litig a tio n  services. 
“E xpert T oo ls” will fea tu re  reviews of 
In te rn e t sites, online services, software, 
and print publications.
ExpertTools
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PROLIFERATION OF ELECTRONIC RESOURCES
Increasingly, the tools available to assist us in 
business valuation and litigation services 
engagements are electronic. Industry statis­
tics, economic information, and compensa­
tion data are just a few of the resources avail­
able on the Internet or online services.
Electronic data access brings up a host of 
issues for CPA experts involved in the litiga­
tion process. The data you need may exist 
only in electronic format. This is perhaps the 
primary reason CPAs involved in litigation 
engagements need electronic access to data. 
There may be a study, an article, or statistic 
that supports your position completely, but 
no matter how thorough your search, you will 
not find it in printed form. This is increasingly 
true of government data. In 1995, the U.S. 
Census Bureau announced it would switch 
from paper to CD-ROM and online access as 
the primary means of distributing materials.
New sources of data become available 
m ore quickly in the e lectronic world. 
Publishing a study is much easier and quicker 
on the Internet than in a professional journal. 
In a litigation services situation, you may be 
able to access useful information before it is 
published in print. This can be a particularly 
important advantage if the opposing expert 
does not have access to electronic data.
ENTERING THE ONLINE WORLD
For many, the first exposure to the online 
world comes in the form of one of the popu­
lar consumer online services, America Online, 
CompuServe, or Prodigy. These services offer 
access to the Internet as well as to proprietary 
databases. This is an excellent, and relatively 
inexpensive, way to become familiar with 
online technology. Many new computers 
come loaded with the necessary software to 
access these services. But you can load the 
software and connect to these services easily 
with any computer. To obtain free software 
for these services contact America Online 
800-827-6364, CompuServe 800-848-8990, 
or Prodigy 800-776-3449.
CompuServe may be the best choice at 
present for CPAs looking for a first online 
service. Not only does it offer the most exten­
sive selection of financial databases, but it 
provides access to the AICPA Accountants 
Forum. The Accountants Forum is a great 
resource for interacting with other CPAs and 
obtaining the latest information from the
AICPA. CompuServe currently charges $9.95 
monthly for five hours of access and $2.95 for 
each subsequent hour.
The AICPA plans, however, to migrate 
the  A ccoun tan ts  Forum  to its w ebsite 
(http://www.aicpa.org). The MCS Section 
is developing its own subpage at this web­
site, which will focus on assisting practi­
tioners who provide consulting services 
including business valuation and litigation 
services.
As the time spent online increases, it 
becom es m ore cost effective to use an 
Internet Service Provider (ISP). For a typical 
fee of about $20 a m onth , ISPs provide 
unlimited access to the Internet. The largest 
national ISP is Netcom (800-353-6600), but 
many local ISPs are available. There is a com­
prehensive listing of ISPs on the Internet at 
http://www.thelist.com.
Despite hype to the contrary, the Internet 
does not contain all the information in the 
world. This is especially true of historical 
financial information. O ther vendors who 
provide access to business inform ation  
resources are Knight Ridder Information 
Services (800-334-2564), Dow Jones News 
Retrieval (609-452-1511), and Lexis-Nexis 
(800-544-7390).
DOCUMENTING SOURCES
Properly citing the sources that you find in 
electronic databases is also important. Even 
if you know how to cite every obscure book, 
newsletter, and pamphlet out there, how do 
you cite a work that was published electroni­
cally and never appeared in conventional 
print media? Traditional style manuals offer 
little information on how to cite electronic 
data.
When citing sources, it is necessary to dis­
tinguish between the content provider and 
the vendor who makes it available. Vendors, 
including such online services as Dialog or 
CompuServe, only provide a delivery system 
for data compiled by a content provider, such 
as Moody’s or Standard & Poor’s.
Content providers may use a variety of ven­
dors to distribute their inform ation. For 
example, thirty-two different vendors carry all 
or part of the financial information compiled 
by the Disclosure Corporation. You may have 
searched the Disclosure database available 
from Vendor A and not be aware that the 
Disclosure database from Vendor B con-
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tained three times the information.
In fu tu re  issues, “E xpert Tools” will
address a wide variety of topics related to data 
gathering with emphasis on practical applica­
tion. The details of the technology that
makes electronic data gathering possible are 
fascinating, but a superficial level of knowl­
edge is all that is necessary to benefit from it. 
After all, you don’t have to understand the 
principles of electricity to use the toaster. E3
COMMUNICATING 
IN LITIGATION 
SERVICES
A nonauthoritative practice aid on reporting 
in litigation services has been published by 
the AICPA Management Consulting Services 
Membership Section. Following is an excerpt 
from Consulting Services Practice Aid 96-3, 
Communicating in Litigation Services: Reports. A 
Nonauthoritative Guide.
COMMUNICATION FORMS IN LITIGATION 
SERVICES
Communications in litigation services can 
have a variety of oral and written forms. The 
CPA should appreciate that many forms of 
communication or documentation, such as 
the substance of oral meetings or the CPA’s 
handwritten notes, may be subject to discov­
ery. The following list of examples is pre­
sented to alert the CPA to the fact that litiga­
tion parties at times may have a broad defini­
tion of communications and may think a 
written report is required in some instances 
and an oral report in others. Although this 
p ractice  aid deals largely with w ritten  
reports, the practitioner should be aware of 
the circum stances that give rise to oral 
reports whether or not a written report is 
prepared.
Examples Involving Oral Communications
▲  Oral testimony before a trier of fact, such as
a judge, arbitrator, mediator, or special mas­
ter. Oral testimony may or may not be accom­
panied by demonstrative evidence (for exam­
ple, exhibits, graphs, or schedules) or formal 
written reports. Typically, oral testimony is 
presented through direct testimony and is 
subject to detailed cross-examination and 
challenge by the opposing counsel. In some 
dispute resolution situations, the trier of fact 
may interject his or her own questions to the 
testifying expert.
▲  Oral representations made in the presence of 
opposing parties as part of settlement conferences, 
mediations, or other negotiations. The CPA may 
be asked to present his or her work product 
and findings to assist the parties in reaching a 
settlement. The opposing parties may waive 
their right to refute the CPA’s representa­
tions in deciding whether to resolve the dis­
pute or proceed to litigation.
▲  Deposition taken of the expert witness. 
Depositions are usually conducted orally 
and transcribed into writing by a court 
reporter, then reviewed, edited, and signed 
by the CPA. In addition, videotaping of 
depositions is becoming m ore frequent. 
Depositions are normally conducted after 
the CPA has perform ed substantive work
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and formulated his or her litigation opin­
ions. In some circumstances, the deposi­
tions may be accomplished after the trial 
has begun but prior to the expert testifying 
before the trier of fact.
Examples Involving Written Communications
▲  A written report submitted to the trier of fact. 
The report may be offered prior to formal pro­
ceedings or in conjunction with oral testimony.
▲ Exhibits that explain the CPA’s testimony. 
While exhibits alone may not be viewed by 
many as a written report, they are in certain 
instances the only written material presented 
to the trier of fact by the testifying expert to 
explain his or her oral testimony. As such, the 
CPA should exercise appropriate caution to 
ensure that such exhibits are clear and pre­
sent the CPA’s findings objectively.
▲ A written report prepared by the CPA and 
submitted to client. This report may be released 
by the CPA’s client to opposing counsel, or 
other parties, for a variety of reasons, includ­
ing discussion of potential settlement or com­
pliance with judicial rules. Under certain cir­
cumstances, the written report may help 
form a basis for settling the dispute prior to 
formal proceedings before a trier of fact and 
prior to opposing counsel’s exercising any
right to depose or cross-examine the CPA 
about the report.
▲ A declaration or affidavit presented to the 
trier of fact or others in the place of live testimony by 
the CPA. A declaration commonly refers to a 
written statem ent of a witness that is not 
made under oath. An affidavit is a sworn 
statement in writing made under oath or an 
affirmation before an authorized magistrate 
or officer of the court.
▲ Damage models, working papers, and support­
ing documents submitted to others through the legal 
discovery process. While such documents alone 
do not constitute an expert’s report, they are a 
form of CPA communications for litigation 
services. Opposing parties may review such 
documents in detail as the basis for deposition 
questions or a potential settlement.
Members of the AICPA MCS Section auto­
matically receive as a mem ber benefit all 
practice aids published during their period 
of membership. Non-MCS Section members 
can obtain a copy, and MCS Section mem­
bers can o rd e r  add itiona l copies of 
Communicating in Litigation Services: Reports. A 
Nonauthoritative Guide, by calling the AICPA 
order department at 800-862-4272, option 
no. 1, and asking for product no. 055000CX.
FYI
Focus on Fraud. The AICPA has issued 
Statement on Auditing Standards (SAS) No. 
82, Consideration of Fraud in a Financial 
Statement Audit. To help CPAs apply the con­
cepts of this SAS to their audit engagements, 
the Institute is undertaking a major initiative 
that includes publishing Considering Fraud in 
a Financial Statement Audit: Practical Guidance 
for Applying SAS No. 82 (p ro d u c t no. 
008883CX; cost $74). The Institute has also 
developed a CPE self-study course, 
Consideration of Fraud in a Financial Audit: The 
Auditor’s Responsibilities Under New SAS No. 82 
(product no. 732045CX; cost $119). The 
course offers intermediate level information 
in text format and is recommended for eight 
hours of CPE credit. A seminar version of 
the course will be available through state 
societies after April 15, 1997.
In addition, the Institute is sponsoring 
nationwide presentations (“roadshows”) on 
implementing SAS No. 82 at various locations 
during April and May.
INVESTIGATING FRAUD
Since many CPAs can provide services related 
to fraud other than auditing services, the 
MCS Section of the AICPA is publishing 
Consulting Services Practice Aid 97-1, Fraud 
Investigations in Litigation and Dispute 
Resolution Services: A Nonauthoritative Guide 
(Product no. 055001CX). This MCS practice 
aid discusses the CPA’s responsibilities, 
opportunities, and assignments in fraud- 
related matters in the context of providing lit­
igation services in a management consulting 
services engagement. It includes information 
about types of fraud investigations, applicable 
professional standards, conflicts of interest, 
obtaining records and conducting interviews, 
working with other professionals and law 
enforcement officials, and communicating 
findings. This practice aid also contains a list 
of selected indicia of fraud, descriptions of 
fraud schemes, legal references, and illustra­
tions of engagement letter paragraphs cover­
ing the scope of fraud-related engagements.
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To order these publications and find out 
inform ation about the fraud roadshows, 
call the  AICPA O rd e r D e p a rtm en t at 
800-862-4272.
FRAUD REPORT PUBLISHED
Who perpetrates fraud and how much does it 
cost? The typical fraud perpetrator is a white 
college-educated male. About 58 percent of 
reported fraud and abuse cases are commit­
ted by nonmanagerial employees, 30 percent 
by managers, and 12 percent by owners. The 
average U.S. organization loses about 6 per­
cent of its gross revenues to all forms of occu­
pational fraud and abuse, and the cost to 
these organizations in total is approximately 
$400 billion. These are conclusions drawn 
from a study conducted by the Austin, Texas- 
based A ssociation of C ertified Fraud 
Examiners (ACFE) and reported in the 1996 
Report to the Nation on Occupational Fraud and 
Abuse. A summary of the report is in the 
W inter 1997 issue of CPA Management 
Consultant, the newsletter of the AICPA MCS 
Membership Section.
AREA TO LOOK AT IN DETERRING FRAUD
All organizations that handle money in some 
form are vulnerable to fraud and abuse. CPAs 
can assist their clients in ensuring that their 
cash management practices not only help to 
deter fraud but also gain optimum benefits 
by controlling operating costs, maximizing 
cash inflow, minimizing cash outflow, and 
providing the best borrowing terms and yield 
on idle funds. Guidance in this area is offered 
in AICPA Consulting Services Practice Aid 
96-4 Providing Cash Management Consulting 
Services (Product no. 055002CX). This new 
practice aid discusses evaluating a client’s cur­
rent cash management practices and formu­
lating revised policies and strategies. It covers 
important topics such as gathering and ana­
lyzing client cash management information, 
payment and collection systems, wire trans­
fers, investing, financing, and engagement 
marketing. The practice aid also contains a 
case study, sample checklists, and an illustra­
tive engagement letter and final report. To 
order, call the AICPA order department: 
800-862-4272.
C onsu lting  Fees Surveyed. Kennedy 
Information, Fitzwilliam, NH, surveyed con­
sulting firms about their fees. The respond­
ing firms ranged in size from solo consultants 
to global consulting firms. Approximately 
two-thirds of the 223 responding firms had 
fewer than 25 employees. The average effec­
tive hourly rates and the average target mark­
up rates by level of staff were as follows: part­
ners ($270 /3 .0 ), p ro jec t m anagers 
($212/3.3), consultants ($166/3.5), and asso- 
ciates/analysts ($108/3.6). The respondents 
expected fees to increase roughly between 6 
percent and 8 percent with relatively little 
variance in the expectations according to 
level of consultant. Project-based billing is the 
most frequently used billing method.
Valuing Physician Practices. In the Fall 1996 
issue of CPA Expert, “FYI...” described a text­
book the IRS uses to train agents on the valu­
ation of medical practices acquired by tax- 
exempt hospitals and integrated delivery sys­
tems. The N ational H ealth  Lawyers 
Association (NHLA) offers that publication 
for sale. Call NHLA at 202-833-1100 and ask 
for the CPE Text on Valuation of Physician 
Practices.
CORRECTION
As a result of a prin ting  error, the columns titled “Litigation 
Specialists” and “Experienced Litigation Specialists” were reversed in 
the table in the article “Experience Enhances Objectivity of Damage 
Estimates” in the Winter 1997 issue of CPA Expert. The following table 
is the correct version:
Median Damage Estimates of CPA Litigation 
Services Specialists and CPA Auditors
Experienced
CPA as
Expert for
Litigation
Specialists
Litigation
Specialists Auditors
Experienced
Auditors
Plaintiff $7,369,395 $6,669,015 $7,138,643 $7,138,643
Court $6,520,641 $6,520,641 $6,652,135 $6,503,761
Defendant $5,933,881 $6,355,387 $6,466,605 $6,340,728
Plaintiff higher 
than Defendant
24% 5% 10% 13%
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UPDATE ON THE AICPA 
ACCREDITED IN BUSINESS 
VALUATION PROGRAM
Two new committees were formed to imple­
ment the AICPA’S newest accreditation pro­
gram, A ccredited in Business Valuation 
(ABV). The first com m ittee is the ABV 
Credential Committee.
To reflect the multidisciplinary appeal of 
the business valuation practice area, the 
Committee comprises representatives from 
various areas of practice including manage­
ment consulting services, tax, personal finan­
cial planning, and business and industry.
The second com m ittee is the ABV 
Examinations Committee, which is responsi­
ble for developing future ABV examinations 
in accordance with guidelines and policies 
established by AICPA Council.
A core group of five or six professionals will 
work with the Examinations Division to create 
questions for the initial examination targeted 
for delivery in November, 1997 and to build 
an inventory of questions for subsequent 
exams. AICPA members are also invited to 
submit questions for the examination.
 
AICPA members who would 
like to serve on either committee 
in the future or submit exam 
questions for consideration by 
the ABV Exam inations Com­
m ittee, may send co rrespon ­
dence via mail, fax (201-596-
6025), or e-mail (SSacks@ aicpa.org) to 
Steven E. Sacks, CPA, Senior Technical 
Manager, AICPA MCS Team, 1211 Avenue of 
the Americas, New York, NY 10036-8775.
The MCS Business V aluations and 
Appraisal Subcommittee is developing a two- 
day review course on business valuation to be 
available in early Septem ber, 1997, and 
offered in eight cities.
A mailing list of those interested in partici­
pating in the exam is being developed. To be 
added to this list and thereby receive infor­
mation about the program, members should 
access the AICPA’s 24-hour FAX Hotline by 
dialing 201-938-3787 th rough  a fax 
machine, following the voice cues, and asking 
for docum ent num ber 491. Through the 
Hotline, members can obtain an information 
package about the ABV program including a 
form to complete to be added to the mailing 
list. Information about the ABV program 
along with an application will be distributed 
to those on the mailing list. □
  
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
FIRST CLASS MAIL 
U.S. POSTAGE 
P A I D
BROOKLYN, N.Y. 
PERMIT NO. 1667
